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This project is an applied research on "ambiguity aversion”, that is, a
tendency that a decision maker dislikes a situation where a probability of state realization is
unknown. In particular, | focus on the differentiable utility function as introduced by Klibanoff et

al. (2005) that clearly separates the attitude toward ambiguity from the attitude toward risk. By
adapting the linearization technique uniquely designed for Klibanoff et al."s stochastic discount
factor, | derive an ambiguity-augmented factor pricing model, which has newly identified factors
that capture the variation of returns due to ambiguity aversion, as well as the conventional factors
that captures the variation of returns due to risk aversion. In addition, | derive the conditions
that can be used to test the empirical implication of this ambiguity-augmented factor pricing model
by utilizing the information obtained from the conventional factor pricing model based only on the
risk factors.
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